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+RZHYHU WKH FRVWEDVHG PHWKRGV DUH WKH SULPDU\ VHOHFWLRQ LI WKH FHQWUDOL]HG PDQDJHPHQW RI PXOWLEXVLQHVV
HQWHUSULVHLVSUHVHQWFS0LOOHUD%XFNPDQDQGLWLVWKHRQO\DYDLODEOHFKRLFHLIQHJRWLDWHGRUPDUNHWEDVHG
WUDQVIHU SULFHV FRQVWLWXWH WKH LQIHULRU RSWLRQ %RWK UHDVRQV IUHTXHQWO\ KROG LQ WKH FDVH RI VKDUHG VHUYLFHV FHQWUHV
KHUHLQDIWHU66&7KHVHFHQWHUVZKLFKDUHTXLWHUHFHQWSKHQRPHQRQLQWKHPXOWLEXVLQHVVHQWHUSULVHV¶LQQRYDWLRQRI
WKHJURXSPDQDJHPHQWDUHPRVWO\QRWVXSSRVHGWRDFWDVHQWUHSUHQHXUVZLWKLQPXOWLEXVLQHVVHQWHUSULVHKHUHLQDIWHU
0%(66&VSURYLGHYLWDOVHUYLFHVDFFRXQWLQJORJLVWLFVPDUNHWLQJ,7VXSSRUWGLVWULEXWLRQWUHDVXU\PDQDJHPHQW
VHWWOHPHQWUHVHDUFK WR WKHLU0%(¶VFRXQWHUSDUWV+RZHYHU WKHSULFHIRUVXFKVHUYLFHVFRQVWLWXWHVPLQRUVKDUHRI
WKHWRWDOFRVWLQFXUUHGE\LQWUDJURXSFXVWRPHUV7KDWGLVSDULW\EHWZHHQLPSRUWDQFHDQGSULFLQJSUHFOXGHVWKHXVHRI
QHJRWLDWHGWUDQVIHUSULFH0RUHRYHUWKH66&¶VSULPDU\REMHFWLYHLVWRGHFUHDVHWKHXQLWFRVWRIVXFKVHUYLFHVZKLFK
HIIHFWLYHO\ SUHFOXGHV WKH XVH RI PDUNHWGHULYHG WUDQVIHU SULFH %RWK FKDOOHQJHV SRZHU VWUXJJOH DQG HIILFLHQF\
UHTXLUHPHQWDUHDOUHDG\UHFRJQL]HGE\WKHUHOHYDQWOLWHUDWXUH.QRODQG-DQVVHQDQG6RO
7KH LQDSSOLFDELOLW\ RI PDUNHWGHULYHG RU QHJRWLDWHG WUDQVIHU SULFHV KRZHYHU SRVHV FKDOOHQJH WR WKH 0%&¶V
PDQDJHPHQW VLQFH WKH DFWLYLW\ EDVHG FRVWLQJZRXOGREIXVFDWH WKH66&¶V SULPDU\REMHFWLYHZKLFK LV WR LPSURYH
HIILFLHQF\ E\ EHWWHU XWLOL]DWLRQ RI UHVRXUFHV /HW XV SUHVHQW DQ H[DPSOH IURP WKH DFFRXQWLQJ ILHOG $OWKRXJK WKH
66&¶VDFFRXQWLQJVHUYLFHVGHSDUWPHQWZRUNORDGPD\EHVWHDG\WKHGHDGOLQHVIRUWKHWD[ILOLQJVZKLFKLVLQWKHFDVH
RI9$7PRVWO\LQWKHVHFRQGKDOIRIHDFKPRQWKUHTXLUHVDGGLWLRQDOUHVRXUFHV,IVHYHUDOFRPSDQLHVLQWKHJURXS
GHOLYHUQHFHVVDU\GDWDDWWKHODVWPRPHQWDQGRUKDYHVHWWKHVDPHGHDGOLQHIRUWKHFRUSRUDWHLQFRPHWD[ILOLQJWKH
WURXEOHLVLPPLQHQW66&¶VWHPSWDWLRQLVWRSUHYHQWWKDWWURXEOHE\DEXQGDQWFDSDFLW\DQGFKDUJHDOOWKHFRVWWRLWV
FXVWRPHUVFRQWUDU\WRLWVJRDO7KDWZRXOGLQGXFHWKH66&WRJURZXQQHFHVVDULO\DQGDWWKHVDPHWLPHGLVFRXUDJH
WKH0%&PHPEHUVIURP66&XWLOL]DWLRQGXHWRKLJKSULFH0%&QHHGVLWVPHPEHUVWRXWLOL]H66&¶VVHUYLFHVWRWKH
XWPRVWH[WHQW\HWHIILFLHQWO\$VIDUDV,NQRZWKHOLWHUDWXUHDWOHDVWWKH(QJOLVKZULWWHQRQHPHUHO\PHQWLRQVWKH
VROXWLRQ2WKHUVHJ6WULNZHUGDSURSRVHXQVXVWDLQDEOHDQGRUJDQL]DWLRQDOO\H[WUHPHO\GHPDQGLQJVROXWLRQV
HVSHFLDOO\ LQ WKHPXOWLQDWLRQDO HQYLURQPHQW OLNH GHSOR\PHQW RI D FRUSRUDWHZLGHJHQHUDO OHGJHU DQG FHQWUDOL]HG
HYLGHQFHRI66&¶VVHUYLFHVXWLOL]DWLRQ
7KHSUREOHPRISULFLQJRIWKHVHUYLFHVSURYLGHGE\66&LVRQWKHERUGHUEHWZHHQRSHUDWLRQDOUHVHDUFKWD[DWLRQ
DQGILQDQFLDOPDQDJHPHQW&XULRXVO\D OLWWOHDWWHQWLRQLVSDLGWR LWDVZHKDYHIRXQGQRVFKRODUSDSHU WKDWZRXOG
GLUHFWO\GHDOZLWK WKLV SUREOHP H[FHSW IRU WKRVHGHDOLQJZLWKFDSDFLW\ VL]LQJ DQGSULFLQJ LQ WKH ,7 LQGXVWU\ HJ
0DJODUDVDQG=HHYLRUDLUSRUWVHJ=KDQJDQG=KDQJ
7KLVSDSHUWULHVWRSURYLGHVLPSOHJHQHUDOPRGHORI66&¶VFRVWDSSRUWLRQPHQWXQGHUWKHQRUPDOGLVWULEXWLRQRI
66&¶VVHUYLFHV66&¶VFXVWRPHUVFRXOGEHLQWHUQDOLQWKHFDVHRIDFFRXQWLQJ,7VXSSRUWPDUNHWLQJHWFDVZHOODV
ERWKLQWHUQDODQGH[WHUQDOLQWKHFDVHRIGLVWULEXWLRQFHQWHUVVHWWOHPHQWFHQWHUV5HTXLUHPHQWVRIERWKWKHLQWHUQDO
DQGH[WHUQDOFXVWRPHUVSRUWUD\DZRUNIORZSRUWIROLR+HQFHWKHVXEVHTXHQWPRGHORI66&¶VVHUYLFHVSULFLQJGUDZV
RQSRUWIROLRRSWLPL]DWLRQPRGHOV7KHEHORZPRGHOLVIRUVLPSOLFLW\FRPSLOHGIRUWKHFDVHRIQRUPDOGLVWULEXWLRQRI
WKHTXDQWLW\RIREMHFWVEHLWFDVKLQYHQWRU\RUVHUYLFHWKURXJKWKH66&2QHFRXOGREMHFWWKDWQRUPDOGLVWULEXWLRQ
LV UDWKHUD UDUHFDVH+RZHYHU WKH66&VHUYHVXVXDOO\ VHYHUDO VRPHWLPHVPDQ\FOLHQWV WKXVQRUPDOGLVWULEXWLRQ
FRXOGJHQHUDOO\ZHOOGHVFULEHWKHIORZRIREMHFWVRUGHUVWKURXJK66&GXHWRWKHFHQWUDOOLPLWWKHRUHP)RUWKHUHLV
SOHWKRUDRIRSWLPL]DWLRQPRGHOVIRULQYHQWRU\FDVKRUZRUNIORZWKLVLVQRWDQDWWHPSWWRLQWURGXFHDQHZRQH:H
LQWHQGWRSURYLGHVLPSOHDQGSUDFWLFDOO\DSSOLFDEOHPRGHO
7KH UHVW RI WKLV SDSHU LV RUJDQL]HG DV IROORZV GHVFULSWLRQ RI VKDUHG VHUYLFHV FHQWHU FRVWV JHQHVLV PRGHO
GHYHORSPHQWFRQFOXVLRQVDQGGLVFXVVLRQ
66&¶VFRVWFODVVLILFDWLRQ
66&LQFXUVJHQHUDOO\WZRW\SHVRIFRVWVZKLFKKDYHWREHUHLPEXUVHGE\LWVFOLHQWV6LQFHSHDNVDQGERWWRPVRI
66&FDSDFLW\XWLOL]DWLRQ HPHUJH DQG WKH VXIILFLHQW FDSDFLW\ KDV WR EHPDLQWDLQHG LQRUGHU WRSUHYHQW IURP ODUJHU
ORVVHV E\ HJ SURGXFWLRQ GLVUXSWLRQ RU FXVWRPHU GLVVDWLVIDFWLRQ WKH H[LVWHQFH RI 66&¶V FDSDFLW\ WR KDQGOH LWV
FXVWRPHUV¶ UHTXLUHPHQWVJHQHUDWHVFRVWV$ORQJVLGH WKHRWKHUFRVWVDUHJHQHUDWHGE\ WKHXWLOL]DWLRQRI WKHFUHDWHG
FDSDFLW\
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/HW XVGHQRWH
jTC P WKH WRWDO FRVWVRIKDQGOLQJFRQVWDQWYROXPH P GHQRWHV DYHUDJHRI IORZRIREMHFWV EH LW
LQYHQWRU\FDVKRUVHUYLFHJHQHUDWHGE\DPHPEHU j RIDJURXSRIFRPSDQLHVVHUYHGE\66&LQFOXGLQJ66&LQWKDW
JURXSLQWKHVKRUWSHULRG6KRUWSHULRGPHDQVVXFKDSHULRGLQZKLFKFDSDFLW\RI66&LVIL[HG
/HW jTC V EH WKH WRWDO FRVWV LQFXUUHG E\ 66& DERYH jTC P  WKXV JHQHUDWHG E\ QHFHVVLW\ WR FUHDWH DQGPDLQWDLQ
FDSDFLW\IRUKDQGOLQJWKHYDULDQFHRIIORZRIREMHFWVLQWKHVKRUWSHULRG
7KXV jTC V LVDUHVLGXDORIWKH j WKFRPSDQ\WRWDOFRVW jTC DIWHUGHGXFWLRQRI XTC P DQGDXWRQRPRXV jATC  
jjAjj TCTCTCTC  PV    
 jATC  LV LQGHSHQGHQW IURP ERWK WKH DYHUDJH IORZ P DQG WKH VWDQGDUG GHYLDWLRQ RI WKDW IORZV  ,W FRXOG EH
WURXEOHVRPHWRSUDFWLFDOO\GLVWLQJXLVK jTC P DQG jTC V +RZHYHUDFWLYLW\EDVHGFRVWLQJ$%&HQDEOHVWKDW
7KHVKDUHRIHDFKRIWKHW\SHVRIFRVWLQ
jTC V GHSHQGVXSRQWKHQDWXUHRI66&
$YHU\H[DPSOHRI66&DWZKLFKDODUJHSRUWLRQFRVWVDUHFDSDFLW\FRVWVLVDGLVWULEXWLRQFHQWUH(LWKHUEXLOWRU
UHQWHGWKHPRUHVSDFHGLVWULEXWLRQFHQWUHQHHGVWKHKLJKHUFRVWDOWKRXJKWKHWXUQRYHUFDQEHVWLOOWKHVDPH5HQWRU
HFRQRPLFDOUHQWOLJKWLQJKHDWLQJDQGRYHUKHDGFRVWVDUHWKRVHZKLFKDUHODUJHO\LQGHSHQGHQWIURPWKHTXDQWLW\RI
JRRGVSDVVLQJ WKURXJK WKHGLVWULEXWLRQ FHQWUH7KRVH FRVWV UDWKHU GHSHQGRQ WKH OHYHO RI VWRFN LQ WKH GLVWULEXWLRQ
FHQWUH%HVLGHV WKDW D SDUW RI SHUVRQQHOZRXOG EH DOVR XQQHFHVVDU\ LI WKH IORZRI LQYHQWRU\ WKURXJK GLVWULEXWLRQ
FHQWUHZHUHFRQVWDQW
$Q66&ZKLFKLVLQVRPHPDQQHUVLPLODUWRGLVWULEXWLRQFHQWUHEXWYHU\GLIIHUHQWLQRWKHUDVSHFWVLVWHFKQLFDO
VXSSRUWRUVHUYLFLQJ&RPSDQ\QHHGVWRNHHSTXDOLILHGVWDIILQKLJKHQRXJKQXPEHUVWRKDQGOHWKHUHTXLUHPHQWV
EHFDXVH WKH FRVW RI GHOD\ LQSURGXFWLRQRU FXVWRPHU GLVVDWLVIDFWLRQ LQ FDVH KHVKHQHHGV WKH WHFKQLFDO VXSSRUW LV
PXFKODUJHUWKDQFRVWRINHHSLQJWKHQHFHVVDU\VWDII&RQWUDU\WRWKHGLVWULEXWLRQFHQWUHWKHIORZRIUHTXLUHPHQWVLV
QRWHDV\WRLQIOXHQFHLQWKLVFDVH
$GLIIHUHQWW\SHRI66&ZKLFKEHDUVORZSRUWLRQRIFDSDFLW\FRVWLVFDVKSRROLQJDQGRUQHWWLQJFHQWUHWUHDVXU\
PDQDJHPHQWFHQWUH,QWKLVFDVHWKHFDSDFLW\LVUHSUHVHQWHGE\WKH0%(¶VQHHGIRUFDVK%DQNIHHVUHSUHVHQWTXLWH
ODUJHSDUWRIILQDQFLDOFRVWVZKLFKLVDVVRFLDWHGZLWKWUHDVXU\PDQDJHPHQW0RUHRYHUWKHFDSDFLW\FRVWVLQWKHFDVK
SRROQHWWLQJFHQWUHDUHQRWVRHDVLO\GLVWLQJXLVKDEOHIURPWKHFRVWVERUQHE\RSHUDWLRQRIWKHVHUYLFHVFHQWUHLHE\
QHFHVVLW\ WRIXOILO WKHVHUYLFH UHTXLUHPHQWVDVERWKRI WKHVH W\SHVRIFRVWVFDQ WDNHDIRUPRIRYHUKHDGFRVWVDQG
LQWHUHVW
6WRFKDVWLFPRGHOVRILQYHQWRU\DQGFDVKPDQDJHPHQW
:HFDQGHVFULEHRUDSSUR[LPDWHWKHVWRFKDVWLFPRGHOVRILQYHQWRU\PDQDJHPHQWDVZHOODVIRUVWRFKDVWLFPRGHOV
RI VKRUWWHUP ILQDQFLDO DVVHWV PDQDJHPHQW FDQ EH LQ VRPH EDVLF FDVHV HJ 0LOOHU ± 2UU  RU )UHQNHO ±
-RYDQRYLFE\IXQFWLRQDOIRUP
¸¸¹
·
¨¨©
§
 

 PPP fL VP   
ZKHUH RP LV WKHPHDQYDOXHRIDEVROXWHYDOXHVRIIORZRIFDVKRU LQYHQWRU\IURPDQGLQWR66&LHGULIW
RV LVVWDQGDUGGHYLDWLRQRIWKDWIORZDQGORZHULQGH[P GHQRWHVSRUWIROLRRIREMHFWIORZWKURXJKWKH66&LQWKH
FDVHRIIORZVDWWULEXWDEOHWRSDUWLFXODUFRPSDQ\ j ZHZRXOGXVHORZHULQGH[ j 

,Q IDFW WKLV IRUP RI DYHUDJH DQG SHDN RSWLPDO OHYHO RI LQYHQWRU\ LV LQKHUHQW WR PRGHOV ZLWK GHOLYHU\ VL]H
XQFHUWDLQW\ DQGGHOLYHU\ GLVUXSWLRQ FS6FKPLWW DQG6Q\GHU  LI WKH VXSSOLHU¶V IDLOXUHV IROORZ WKH%HUQRXOOL
GLVWULEXWLRQ7KDWLVTXLWHJHQHUDOFDVHQRWRQO\LQWKHFDVHRILQYHQWRU\EXWIRUDOONLQGVRI66&7KH66&¶VQDWXUH
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ZKLFK LQWHJUDWHV DW OHDVW VHYHUDO VXSSOLHUV DQG VHYHUDO FXVWRPHUV WHQGV WR DSSUR[LPDWH WKH IORZ RI UHTXLUHPHQWV
LQYHQWRU\ FDVK WKURXJK 66& WR WKH QRUPDO GLVWULEXWLRQ 7KHUHIRUH ZH VXEVHTXHQWO\ FRQVLGHU WKH QRUPDO
GLVWULEXWLRQ ZKLFK DOORZV XV WR WDNH WKH KLJKHURUGHU FHQWUDO PRPHQWV DV UHSUHVHQWDWLYHV IRU WKH SURSHUWLHV RI
UHTXLUHPHQWIORZWKURXJK66&
$SSRUWLRQPHQWRI66&¶VFDSDFLW\FRVW
/HWXVVHWWKDWP LVQRWIXQFWLRQRIV DQGV LVQRWIXQFWLRQRIP 7KXVLIRQHLQFUHDVHGDOOREVHUYDWLRQVE\
UHDO FRQVWDQW OHYHO ZRXOG LQFUHDVH WRR FRQWUDU\ WR YDULDQFH )LQDOO\ OHW XV QRWH WKDW f GRHV QRW KDYH WR EH
KRPRJHQRXVRIVWGHJUHHLQWKHFDVHRI  PP QRULQWKHFDVHRI PV  LH LW LVSRVVLEOHWKDWILQDOO\VRPHWKLQJOLNH

pV DSSHDUVLQWKHIXQFWLRQ f ZKLFKLVVWLOOIXQFWLRQRI PV     pp VV  7KHQRWDWLRQ ¸¸¹
·
¨¨©
§   PPf VP PHDQVWKDW
WKHIXQFWLRQLVVWULFWO\JURZLQJLQERWKSDUDPHWHUV2XUPRGHOIXUWKHUDVVXPHVWKDWWKHXQLWFRVWVJHQHUDWHGE\GULIW
DQGYDULDQFH PP DQG PV DUHFRQVWDQWZLWKUHVSHFWWR PP DQG PV 
7KHGHVLJQGHVFULEHG LQ  FDSWXUHVPRVWRI WKH VWRFKDVWLF LQYHQWRU\ FDVKPDQDJHPHQW V\VWHPRSWLPL]DWLRQ
VROXWLRQVHYHQVRPHRIWKHQHZHVWRQHVOLNH,QGHQIXUWK±9RJHOJHVDQJ(YLGHQWO\66&QHHGVQRWVWRFNWR
IXOILODWLPHYDU\LQJFRQWLQXRXVUHTXLUHPHQWVRIFXVWRPHUVDVWKHUHWDLOVWRUHGRHVEXWLWVVHUYLFHIORZKDVUDWKHUD
EDWFKQDWXUHHVSHFLDOO\LQWKHFDVHRIGLVWULEXWLRQFHQWUH
/HWXVUHPLQGKRZWKHGHULYDWLYHVRI f ZHUHFRPSXWHG
    PPPPPPPPPP dfdf VVVVVPVVVP wwww ww    
DQGLILWPHDQWWKDWDQ\IORZIURPWR66&ZHUHLQFUHDVHGE\YHU\VPDOOSDUWRIWKDWIORZd 
 > @

 OLP PPdPPP dd VVVVV  ww o
  
,IDQ\IORZIURPWR66&LQFUHDVHGE\YHU\VPDOOSDUWRIWKDWIORZd GXHWR thj FRPSDQ\ZHFRPHYLDDQG
WR
    jjPPPPjjPP dfdf VVVVVPVVVP wwww ww    
,QWKHFDVHRILQFUHDVHRIWKHIORZWKURXJK66&GXHWR thj FRPSDQ\WKH jjP dVVV ww
 LQZRXOGEH
jPPjjPPjjP dddd 


 FRYFRY | ww VVVVVV  
GXHWRWKHIDFWWKDWKLJKHUSRZHUVRILQGHILQLWHO\VPDOO d DUHQHJOLJLEOHWKXVZHFDQRPLWWKH d 
+RZHYHU PPP dVVV ww
 LQZKLFKUHSUHVHQWVWKHYDULDQFHLQFUHDVHGXHWRXQVSHFLILHGIDFWRUWKXVDOVRGXH
WRLQFUHDVHRIWKHIORZWKURXJK66&GXHWR thj FRPSDQ\ZRXOGEH
    PPPPPP dddd VVVVVV | ww  
(TXDWLRQVDQGERWKUHSUHVHQWWKHLQFUHDVHRIYDULDQFHRIWKHVDPHVL]H/HWXVVXEVWLWXWHLQWRDQG
LQWR$IWHUVRPHUHDUUDQJHPHQWWKHUHVXOWLV
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   PPPPPPPP dfdf VVVPVVVP ww ww  
DQG
    jPPPPjjPP dfdf  FRY ww ww VVPVVVP  
7KHRSWLPXPUHTXLUHVWKHPDUJLQDOFDSDFLW\FRVWWREHWKHVDPHIRUDQ\66&¶VFOLHQW,I66&LVDGPLWWHGWRKDYH
]HUR HFRQRPLF SURILW WKHQ WKH VDPH KROGV IRU WUDQVIHU SULFH 7KHUHIRUH LQFUHDVHV RI XQLW FRVW LQ SURSRUWLRQ WR
LQFUHDVHVRIYDULDELOLW\DUHWKHVDPHLILQYRNHGE\DGGLWLRQRIULVNE\ thj 66&FRXQWHUSDUW PjdTC V RULQSRUWIROLR
LQJHQHUDO PdTC V 
 > @  > @jjPPPjPPPPP dfdTCdfdTC VVVPVVVP VV ww ww   
6XEVWLWXWLQJDQGLQWRZH\LHOGDIWHUVRPHUHDUUDQJHPHQWWKHUHODWLRQVKLSEHWZHHQDPRXQWRI66&¶V
FDSDFLW\FRVWZKLFKVKRXOGEHFKDUJHGWR thj 66&FRXQWHUSDUW PjTC V DQGLWVFRQWULEXWLRQWRWKH66&¶VFDSDFLW\
QHHG

 FRY PjPPPj dTCdTC VVV  
%\GLYLGLQJERWKVLGHVRIE\d ZHJHWWKHGHVLUHGH[SUHVVLRQRI66&¶VFDSDFLW\FRVWFKDUJHDEOHWR thj 66&
FRXQWHUSDUW
%HFDXVH jTC V LVFRQVWDQWZLWKUHVSHFWWRYDULDQFH\LHOGVDIWHUVRPHUHDUUDQJHPHQW
PPjPj TCTC  VV E  
%HFDXVH 

FRY P
J
j
jP V ¦
 
DQG  
 
 ¦  
N
j Pj
E ZKHUHN LV WKHQXPEHURIFRPSDQLHVVHUYHGE\66&DOOYDULDQFH
JHQHUDWHGFRVWRI66&FDQEHUHLPEXUVHGXVLQJPHFKDQLVPGHVFULEHGE\
(TXDWLRQWHOOVXVWKDW66&FXVWRPHUVZKLFKLQFOXGHERWKWKRVHZKRGHOLYHUJRRGVRUFDVKDQGWKRVHZKR
RIIWDNHLWLQWKHFDVHRIGLVWULEXWLRQFHQWUHDQGFOHDULQJKRXVH0%(LQWHUQDOEDQNVKRXOGEHDULWVFDSDFLW\FRVWE\
WKH VKDUH WKH\ JHQHUDWH LW ,Q RWKHU ZRUGV  FKDUJHV WKH FRVWV ZKLFK HPHUJH EHFDXVH RI LQDELOLW\ RI 66&
FXVWRPHUVWRFRRUGLQDWHWKHLURUGHUVZLWKRUGHUVRIWKHRWKHU66&FXVWRPHUVDQGZLWKWKHGHOLYHULHV(JLQWKHFDVH
RIGLVWULEXWLRQFHQWHUERWK LWV VXSSOLHUVDQGFXVWRPHUVDUH VHUYHGE\ WKHGLVWULEXWLRQFHQWHU LQ WHUPVRI LQYHQWRU\
IORZFRRUGLQDWLRQ
$SSRUWLRQPHQWRI66&¶VGULIWFRVW
:HKDYHDGGUHVVHGWKHSDUWRIFRVWJHQHUDWHGE\IORZYDULDELOLW\LQWKHSUHYLRXVFKDSWHU,WLVKRZHYHUHYLGHQW
WKDW HYHQ VRPH SDUW RI FDSDFLW\ LV QRW GHSHQGHQW RQ WKH VPRRWKQHVV RI WKH RUGHU ERWK E\ 66& DQG E\ 66&
FXVWRPHUVIORZEXWUDWKHURQWKHGULIW
,Q WKLV FDVH ERWK SRVLWLYH DQG QHJDWLYH FRQWULEXWLRQV WR WKH REMHFW IORZ WKURXJK 66& JHQHUDWH WKH FRVW ,IZH
FRPSXWHG ^ `jPXX  P WKHXVXDOZD\LWZRXOGEH
¦ 
N
i
iX NxP 
349 Tomáš Buus /  Procedia Economics and Finance  25 ( 2015 )  344 – 353 

ZKHUH ix LVIORZRIREMHFWVWKURXJK66&LQLWLDWHGFRPSDQ\ X DQGN GHQRWHVWKHQXPEHURIWLPHXQLWVVKLIWV
GD\VLQWKHSHULRGIRUZKLFK XP LVFRPSXWHG7KDWVXLWVZHOOWKHDYHUDJHZKLFKLVQHHGHGIRUWKHFRPSXWDWLRQRI
YDULDQFH
1HYHUWKHOHVV LW GRHV QRW ILW WKH QHHG WR DSSRUWLRQ WKH FRVW FDXVHG E\ VWHDG\ IORZ RI REMHFWV UHTXLUHPHQWV
WKURXJK66& EHFDXVH VRPHWLPHV PP FRXOG EH FORVH WR  LI 66&¶V FXVWRPHU SRUWIROLRP LQFOXGHV ERWK VXSSOLHUV
DQGSXUFKDVHUVRIWKHREMHFWVKDQGOHGE\66&LHLI66&FRXOGFKDUJHWKHFRVWDVVRFLDWHGZLWKKDQGOLQJVWHDG\IORZ
RIREMHFWV UHTXLUHPHQWV WKURXJK66& PTC P  WRVXEMHFWV WKDWSDUWLFLSDWHERWKRQ LQIORZDQGRXWIORZRIREMHFWV
UHTXLUHPHQWVWRIURP66&6ROXWLRQWRWKDWSUREOHPLVWRPRGLI\WR
¦ 
N
i
iX Nx
P 
ZKHUHN LV WKHQXPEHURI WLPHXQLWV VKLIWVGD\V LQ WKHSHULRG IRUZKLFK XP LVFRPSXWHG ,QFDVH VRPH66&¶V
FRXQWHUSDUWVFDQQRWEHFKDUJHGZLWK PTC P LWLVLPSRVVLEOHWRQHJRWLDWHVXFKDUUDQJHPHQWWKH\VLPSO\ZRXOGQRW
EHPHPEHUVRIWKHSRUWIROLRP ZKHQHVWLPDWLQJ
7KXV XP LQ  LVXQLYHUVDOO\DSSOLFDEOH IRU WKHDSSRUWLRQPHQWRI WKHFRVWRIKDQGOLQJVWHDG\ IORZRIREMHFWV
WKURXJK66&
,QWKHVDPHZD\ZHKDYHGHULYHGWKHRSWLPDOVROXWLRQLQWKHFDVHRIFDSDFLW\FRVWJHQHUDWHGE\YDULDQFHRIREMHFW
IORZ PV ZHFDQGRWKHGHULYDWLRQLQWKHFDVHRIFRVWJHQHUDWHGE\WKHDYHUDJHOHYHORIIORZ PP LQ66&7KXV

 PjPPj dTCdTC PPPP  
ZKHUH jP UHSUHVHQWVVWHDG\IORZOHYHORQO\EHWZHHQ66&DQGLWV thj FRXQWHUSDUWHVWLPDWHGYLD
7ZRVXEMHFWRSWLPXP
3ULFH IRUFDSDFLW\UHTXLULQJYDULDQFHRI66&¶V VHUYLFHVFDQEHHVWLPDWHGE\GLYLGLQJERWKVLGHVRI E\d 
6XFKDSULFHQDWXUDOO\PDNHVWKH thj 66&FRXQWHUSDUWWRFKRRVHEHWZHHQLWVQHHGIRUFDSDFLW\DQG66&¶VQHHGIRU
FDSDFLW\ PDNHV LW WR V\QFKURQL]H WKH GHOLYHULHV WR YDULRXV 66&¶V FXVWRPHUV DQG IURP 66&¶V YDULRXV VXSSOLHUV
DOWKRXJKWKH WDVN LVSUREDEO\VROYDEOHUDWKHUQXPHULFDOO\ LQFRQFUHWHVLWXDWLRQUDWKHU WKDQ WKHRUHWLFDOO\ LQJHQHUDO
3ULFHIRUKDQGOLQJVWHDG\IORZRIREMHFWVWKURXJK66&FDQEHUHDFKHGE\GLYLGLQJERWKVLGHVRIE\ d WRR
,Q RUGHU WR UHDFK VXFK RSWLPXP RU DW OHDVW WU\ WR DSSURDFK LW DQ LQIRUPDWLRQ H[FKDQJH EHWZHHQ 66& DQG LWV
FRXQWHUSDUWVLVQHFHVVDU\66&¶VFXVWRPHUVQHHGWRNQRZZKHQLWLVEHVWWRRIIWDNHWKHJRRGVDQGVHUYLFHVLHWKH
VFKHGXOHRIUHOHYDQWZRUNORDGLQYHQWRU\FDVKIRUWKHDVPDQ\DVSRVVLEOHVXEVHTXHQWSHULRGVVKRXOGEHDYDLODEOH
WRWKHP&DUHIXOUHDGHUFRXOGREMHFWWKDW
x 6XFK DQ DUUDQJHPHQW ZRXOG PDNH WKH 66&¶V FRXQWHUSDUWV WR FRQVWDQWO\ VKLIW WKHLU RUGHUV GHOLYHULHV ZKLFK
ZRXOGPDNHWKHGHPDQGIRU66&¶VFDSDFLW\XQSUHGLFWDEOHHVSHFLDOO\GXHWRWKH66&¶VFDSDFLW\FRVWFKDUJHGWR
LWVFRXQWHUSDUWVDFFRUGLQJWRWKHLUFRQWULEXWLRQWRQHHGIRU66&¶VFDSDFLW\
x 7KHEDVLFWH[WERRNWUDQVIHUSULFLQJIRUPXODZKLFKXQIRUWXQDWHO\VWLOOGRPLQDWHVDOVRWKHWUDQVIHUSULFLQJUHVHDUFK
RXWSXWVZRXOGEHLQFRQVLVWHQWZLWKDQGGLYLGHGE\ d 
7RDGGUHVVWKHILUVWSUREOHPWKHUHKDVWREHVRPHV\VWHPVDQFWLRQLQJWKH66&¶VFRXQWHUSDUWVIURPFKDQJLQJWKHLU
WHUPV SRVVLEO\ LQFUHDVLQJO\ ZLWK GHFUHDVLQJ WLPH WR 66& VHUYLFH GHOLYHU\ +RZHYHU UHODWHG WKDW LV D GLVWLQFW
SUREOHPZKLFKKDVWREHHODERUDWHGHOVHZKHUH
:HDGGUHVVWKHODWWHUSUREOHPRIWUDQVIHUSULFLQJ±UHODWHGPDUJLQDOL]DWLRQLQWKHVXEVHTXHQWVHFWLRQ
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7KHSUREOHPRIGRXEOHPDUJLQDOL]DWLRQ
7KHDERYHVROXWLRQQHHGVWRGHELW WKH66&FRXQWHUSDUWVZLWKDYHUDJHFRVWSHUXQLWRIULVNRUSHUXQLWRIVWHDG\
IORZ+RZHYHUWKHXQLQWHUUXSWHGOLQHRISXEOLFDWLRQVVWDWHVWKDWWKHEHVWWUDQVIHUSULFHLVPDUJLQDOFRVWRIVXSSO\LQJ
GLYLVLRQ6FKPDOHQEDFK+LUVKOHLIHU+LUVKOHLIHU*DWWLDQG*ULQQHOODQG-HQVHQ%DOGHQLXV
DQG0HOXPDG DQG5HLFKHOVWHLQ  3DSSDV DQG%ULJKDP DQG+LUVFKH\  6RXNXS +LUVFKH\ 
1RYRWQê/DQW]0DQ\PRUHSDSHUVRQWKHPDUJLQDOLVWWUDQVIHUSULFLQJKDYHEHHQFHUWDLQO\ZULWWHQDQG
WKHSDUDGLJPWKDWWUDQVIHUSULFHLQWKHYHUWLFDOO\LQWHJUDWHG0%(VKRXOGEHHTXDOWRWKHPDUJLQDOFRVWMC RIWKH
VXSSO\LQJGLYLVLRQLVILUPO\DQFKRUHGLQWKHHFRQRPLFWKLQNLQJ
/HWXVVKRZRQFRPSDULVRQRIWZRHQWUHSUHQHXULDOJURXSPHQWVZKLFKGLIIHURQO\E\WKHGHJUHHRILQWHJUDWLRQDQG
DUH RWKHUZLVH HTXDO WKDW WKH PDUJLQDO FRVWV DV WUDQVIHU SULFH FOHDUO\ FRQWUDGLFW WKH YHU\ H[LVWHQFH RI YHUWLFDOO\
LQWHJUDWHG0%(ZKLFKZRXOGFKDUJHVXFKSULFHV
6XSSRVH WKHUH LVD0%(FRQVLVWLQJRI WZRFRPSDQLHV A DQGB  HDFKRIZKLFKSURGXFHVRQH W\SHRIJRRGDW
TXDQWLW\
Aq  UHVS Bq IRUSULFHZKLFKGHSHQGVRQSURGXFHGTXDQWLW\ LH  AA qp  UHVS  BB qp DQGFDUU\DYHUDJH
FRVW  AA qAC DQG  BB qAC UHODWHGWRWKHSURGXFWLRQRIWKHLUSURGXFWVZKHUH  BB qAC GRQRWFRQWDLQWKHSULFHRI
LQWHUPHGLDWHSURGXFWVXSSOLHGE\ A /HWXVIRUVLPSOLFLW\DVVXPHWKDWWKHPDUNHWIRULQWHUPHGLDWHSURGXFWGRHVQRW
H[LVW A VXSSOLHVB ZLWKDOOLWVSURGXFWVZKHUHDVDSHUIHFWFRPSHWLWLRQSUHYDLOVRQWKHPDUNHWRIILQDOSURGXFWB 
:HGRQRW LPSRVH DQ\ DVVXPSWLRQV DERXW H[LVWHQFHRI H[WHUQDOPDUNHW RI WKH LQWHUPHGLDWH SURGXFW ,QWHUPHGLDWH
SURGXFWGHOLYHUHGE\ A LVXVHGE\ B DWFRQVWDQWSURSRUWLRQIRUVLPSOLFLW\OHWXVDVVXPHLWXQLW\VRWKDW BA qq  
7KHSXUHO\FRQFDYHSURILWIXQFWLRQVDUH
     AAAATAAA qACqqpqq   
DQG
     AAAATAAA qACqqpqq   
ZKHUH  AT qp LVWKHWUDQVIHUSULFHIRULQWHUPHGLDWHSURGXFWDWTXDQWLW\ Aq 
7KH DERYH FLWHG OLWHUDWXUH XVXDOO\ GHULYHV WKDW LQ RUGHU WR DFKLHYH RSWLPXP RQH KDV WR ILQG VLPXOWDQHRXV
PD[LPXPRIDQG
      AAAA qMCqMR 
DQG
     > @  ww AATAABAB qqpqqMCqMR . 
7KHVRFDOOHG³QHWPDUJLQDOUHYHQXH´    ABAB qMCqMR  VKRXOGEHDFFRUGLQJ WR WKHFLWHG OLWHUDWXUHHTXDO WR
 AA qMC LQRUGHUWRUHDFKRSWLPXPVLQFHWKLVHTXDOLW\
     AAABAB qMCqMCqMR   . 
HQVXUHVWKHJOREDORSWLPXPLQ0%(7KDWFOHDUO\VWHPVIURP  > @  AAAATA qMRqqpq  ww 
6R IDU VR JRRG1HYHUWKHOHVV KHUH FRPHV WKH IODJUDQWPLVWDNH RI WUDQVIHU SULFLQJPDUJLQDOLVWV7KH\ VD\ WKDW
EHFDXVHRIDQGLWDOVRKDVWRKROGWKDW
 AAT qMCp  , 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ZKHUH Aq LVWKHRSWLPDOTXDQWLW\SURGXFHG(TXDWLRQKROGVRQO\LI
 > @  AAAATA qMCqqpq   , 
7KDWZRXOGUHTXLUHDVVXPSWLRQRIFRQVWDQWWUDQVIHUSULFHFXULRXVO\RPLWWHGWRPHQWLRQE\WKHPDUJLQDOLVWVDORQJ
WKHZD\(YLGHQWO\DQGKROGLIDQGRQO\LI    ww AAT qqp LHZLWKFRQVWDQWWUDQVIHUSULFH
7DNHD ORRNDW WKHFRPSHWLWLYHDELOLW\RI0%(XQGHU  WUDQVIHUSULFLQJVFKHPH7KHQ WKHSURILW IXQFWLRQRI
FRPELQHG0%(ZRXOGEH
         AAABABAABAA qMCqACqpqqq   , 
FRQWUDU\ WR WKH LQLWLDO DVVXPSWLRQV  DQG  DQG FRQWUDU\ WR WKH SURILW IXQFWLRQ  ABA q RI IXOO\ LQWHJUDWHG
HQWLW\ BA  :HDVVXPHWKHIXOO\LQWHJUDWHGHQWLW\ BA  WREHRWKHUZLVHHTXDOWRWKH0%(,WVSURILWIXQFWLRQLV
       AAABABAABA qACqACqpqq    . 
%HFDXVHRIWKHSHUIHFWFRPSHWLWLRQRQWKHPDUNHWIRUWKHILQDOSURGXFWVXPVRISURILWDQGHTXDWHLH
     ABAABAA qqq    7KDW ZRXOG FDXVH HLWKHU A RU B LQ WKH0%( ZLWK PDUJLQDOLVW WUDQVIHU SULFLQJ WR
VXIIHU ORVV GXH WR RYHUSULFHG RU XQGHUSULFHG LQWHUPHGLDWH SURGXFW XQOHVV WKH LQWHUPHGLDWH SURGXFW PDUNHW ZHUH
SHUIHFWO\FRPSHWLWLYH(YHQLIZHGLGQRWDVVXPHDQ\UHVLVWDQFHRIWKHOXFNLHUFRPSDQ\LQ0%(WRFRPSHQVDWRU\
SURILWVKLIWLQJZHZRXOGVWLOOKDYHWRDFFHSWWKHSRVVLELOLW\RIQRQ]HURFRVWRIVXFKFRPSHQVDWRU\ILQDQFLQJZKLFK
PDNHVWKHPDUJLQDOLVWVROXWLRQVWLOOLQIHULRUWRIXOO\LQWHJUDWHGFRPSDQ\
,VWKHUHDQ\RWKHUVROXWLRQWKDQWKHPDUJLQDOLVWRQH"$FWXDOO\DFFHSWDQFHRIWKHSRVVLEOHGHSHQGDQFHRIWUDQVIHU
SULFHRQSURGXFWLRQTXDQWLW\LH  > @zww AATq qqpA
OHDGVWRWKHVLPSOHVROXWLRQUHDOL]HGE\LQWHJUDWLRQRI
 > @  ³³  ww AAAAAATA dqqMCdqqqpq . 
/HWXVGLYLGHE\ Aq DQGGHGXFWWKHFRQVWDQWVHPHUJLQJGXULQJLQWHJUDWLRQRQERWKVLGHV:HJHW
   AAAT qACqp  . 
7KHUHDOLW\FKHFNRIWKLVVROXWLRQDJDLQVWWKHIXOO\LQWHJUDWHGRQHFRPSDQ\EXVLQHVVOLNHLQDQGRQH
FDQVHHWKDWVWDQGVWKHJURXQGDQGGRHVQRWGLVDGYDQWDJHWKH0%(LQDQ\ZD\
,IWKHUHLVDQ\RWKHUW\SHRIWKHILQDOSURGXFWPDUNHWWKDQSHUIHFWFRPSHWLWLRQVWLOOKROGV+RZHYHUSDUWRI
0%(SURILWKDVWREHFUHGLWHGWRSURGXFHURIWKHLQWHUPHGLDWHSURGXFW
7KH RQO\ FRPELQDWLRQ RI ILQDO SURGXFW DQG LQWHUPHGLDWH SURGXFW PDUNHWV ZKHUH WKH PDUJLQDOLVW YHUVLRQ RI
WUDQVIHU SULFLQJ KROGV LV WKH SHUIHFW FRPSHWLWLRQ DW WKHPDUNHW IRU LQWHUPHGLDWH SURGXFW 7KHQ WKHPDUNHWZRXOG
VWDELOL]HDWWKHPLQLPXPRIDYHUDJHFRVWZKLFKFRLQFLGHQWO\LVDOVRWKHPDUJLQDOFRVW
&RQFOXVLRQVDQGGLVFXVVLRQ
7KLVSDSHUSUHVHQWVDPRGHORIDSSRUWLRQPHQWRIFRVWJHQHUDWHGE\YDULDQFHDQGOHYHORIIORZVIURPWRVKDUHG
VHUYLFHVFHQWHU 66&66&FDQEHHLWKHUFDVKSRRORUGLVWULEXWLRQFHQWHURUHYHQVRPHNLQGRIFXVWRPHU VHUYLFH
FHQWHU$SSRUWLRQPHQWRIWKHFRVWRIFDSDFLW\JHQHUDWHGE\IORZYDULDQFHLVEDVHGRQUHJUHVVLRQEHWD,QWKLVFDVHWKH
IORZRIREMHFWVWKURXJK66&UHSUHVHQWVDSRUWIROLR7KHFRVWJHQHUDWHGE\WKHGULIWQRWWKHYDULDQFHKDVWREHVSOLW
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EHWZHHQ66&FXVWRPHUVDFFRUGLQJWRWKHLUVKDUHRQWKDWIORZ7KHDSSRUWLRQPHQWLVUREXVWWRWKHDVVXPSWLRQVDERXW
WKHSURSHUWLHVRIWKHSURFHVVZKLFKJHQHUDWHVWKHIORZWKURXJK66&
$QDGYDQWDJHRIRXUVROXWLRQLVWKDWLWLVVHOIUHJXODWLQJDVIDUDVWKHDVVXPSWLRQVDUHIXOILOOHGVHHDOVREHORZ
WKXVQRFHQWUDOSROLF\LVQHFHVVDU\7KXVRXUVROXWLRQFRXOGEULQJWKHPDUNHWRULHQWHGVROXWLRQLQWRWKHDUHDWKDWKDV
EHHQGRPLQDWHGE\FHQWUDOL]HGGHFLVLRQPDNLQJSURFHVVHV
7KHUHLVKRZHYHUDQXPEHURISUDFWLFDOLVVXHVWKDW66&QHHGVWRDGGUHVV
7KHLQIRUPDWLRQV\VWHPZKLFKZRXOGSURYLGHWKHLQIRUPDWLRQQHFHVVDU\WRRSWLPL]HWKHIORZIURPWRWKH66&LV
DQLVVXHLQ LWVHOI/XFNLO\ LQWKHWLPHRI LQWHUQHWDQGRUVHFXUHGWXQQHOFRQQHFWLRQVDOPRVWHYHU\ZKHUHLW LVMXVWD
WHFKQRORJLFDOSUREOHP+RZHYHUZHKDYH WRPHQWLRQ WKDW WKH DELOLW\RI66& WR FRPPXQLFDWH WKH LQIORZRXWIORZ
VFKHGXOHZLWKLWVFRXQWHUSDUWVLVDFUXFLDOSUHUHTXLVLWHWRWKHIXQFWLRQDOLW\RIRXUPRGHO
,IWKHFXVWRPHUVRI66&KDYHDYDLODEOHLQIRUPDWLRQDERXWWKHVFKHGXOHRIGHOLYHULHVIURPWKH66&DQGWRWKH66&
WKH LQIORZ FDQ EH FRQVLGHUHG LQ FDVH RI GLVWULEXWLRQ FHQWUH RU FDVK SRROQHWWLQJ FHQWUH WKHQ WKH\ KDYH WRRO WR
RSWLPL]H WKHLU GHOLYHU\ UHTXLUHPHQWV DFFRUGLQJO\ %XW WKH SUDFWLFH LV QRW VR VWUDLJKWIRUZDUG VR WKDW VRPH
H[SRUWLPSRUW OLPLWDWLRQVPD\ EH IDFHG LQ FDVH RI 66& SURYLGLQJ LWV VHUYLFHV LQWHUQDWLRQDOO\ )XUWKHUPRUH WKHUH
FRXOG EH REMHFWLRQV WR 0%( PHPEHUV WR NHHS WR WKHLU RUGHUV VR WKDW WKH\ PLJKW QHHG WR FDQFHO WKHP HWF $
SHQDOL]DWLRQWKDWFRYHUVWKHFRVWKDVWREHLQSOD\WKHQ
7KH SUHVHQWHG VROXWLRQ GLVDFFRUGV WKH PDUJLQDOLVW WUDQVIHU SULFLQJ IUDPHZRUN ZKHUH PDUJLQDO FRVW IRUP WKH
YLDEOH WUDQVIHU SULFH FKDUJHG EHWZHHQ YHUWLFDOO\ LQGXVWULHV 7KXV ZH QHHG WR NQRZZKHWKHU WKHUH LV VRPH RWKHU
SRVVLEOHWUDQVIHUSULFLQJWKDQWKURXJKPDUJLQDOFRVWRILQWHUPHGLDWHSURGXFW:HDGGLWLRQDOO\VKRZWKDWWKHPDUJLQDO
FRVW RI LQWHUPHGLDWH SURGXFW LV YLDEOH VROXWLRQ LI DQG RQO\ LI WKH PDUNHW IRU LQWHUPHGLDWH SURGXFW LQ YHUWLFDOO\
LQWHJUDWHGPXOWLEXVLQHVV HQWHUSULVH LV SHUIHFWO\ FRPSHWLWLYH2WKHUZLVH WKH WUDQVIHU SULFH KDV WR EH HTXDO WR WKH
DYHUDJH FRVW RI WKH XSVWUHDP GLYLVLRQ SOXV VRPH SDUW RI WKH HFRQRPLF SURILW DFKLHYHG E\ WKH PXOWLEXVLQHVV
HQWHUSULVH
$FNQRZOHGJHPHQWV
$XWKRUJUDWHIXOO\DFNQRZOHGJHVWKDWWKLVSDSHUKDVEHHQSUHSDUHGXQGHUILQDQFLDOVXSSRUWRIUHVHDUFKSURMHFWRI
)DFXOW\ RI )LQDQFH DQG $FFRXQWLQJ 8QLYHUVLW\ RI (FRQRPLFV 3UDJXH ZKLFK LV UHDOL]HG ZLWKLQ WKH LQVWLWXWLRQDO
VXSSRUW9â(,3
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